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Abstract—An assessment of the performance of a foreign bank
can be done by analyzing its financial statements. Financial
performance of foreign banks in Indonesia when viewed from
ROA has not been satisfactory. The aim of this study is to
analyze whether the LDR, NPL, BOPO, and CAR have
significant influence simultaneously and partially to ROA
foreign banks. The paper is conceptual and qualitative in
nature. This study examines 8 previous studies that discussed
the effect of liquidity, asset quality, efficiency and solvability of
profitability in banks.The Study followed a descriptive research
design and used secondary data obtained from the company
annual reports and partly from the foreign bank. There are one
basic theory about signaling theory and previous research found
some propositions : 1) LDR have significant effect to ROA, 2)
NPL have significant effect to ROA, 3) BOPO have significant
effect to ROA, 4) CAR have significant effect to ROA. The
implication of this research can be used as input for banks in
managing business risk in an effort to obtain the expected level
of profit.
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I. INTRODUCTION

HE banking sector of a country has enormous influence.

Complex effects and impacts on other industrial sectors
cause the risks faced are even greater for a country’s
economy. Banking has always evolved to meet people’s need.
That is why bankig products and services continue to grow as
the grow. This has become a demand for banks because the
public wants bank products and services that can facilitate
their needs and service quickly and efficiently. The most
important banking activity is to buy money by assembling
public funds [1].

Based on RI Law Number 10 of 1998, a bank is a business
entity that collects funds from the public in the form of
deposits and distributes them to the public in the form of
credit and or other forms in order to improve the lives of many
people. Replacing the money market, which is a process that
conforms to the international economic openness of
countries. The more globalizing the financial markets makes
it easier and the greater the volume of interstate economic
activity; otherwise, the more liberal world economic system
accelerates the process of financial globalization because of
the greater funding needs for production and investment
activities.

According to Rivai, Globalization has positive and
negative impacts [1]. The positive effects of globalization
such as an increase in national income because it has a
comparative advantage, access to global capital, the spread of

technology, the spread of human rights and increased
employment opportunities so as to improve the welfare of a
country's society. On this basis, international trade
organizations and many economists argue that globalization
is driving economic growth and reducing poverty and income
inequality. While the negative impact of globalization is the
weakening of the position of countries lacking skills and
capital, weak management in international trade by poor
countries, exploitation of workers in poor countries, the risk
of unstable global capital markets, weakening of national
cultural stability, national economic autonomy is undermined
by capital market openness, and poorer countries must accept
policies made by richer countries.

Of course, the presence of foreign banks has advantages
compared to local or domestic banks. One thing that can be
seen is to have technological innovations and risk
management that is far better and wider access in the financial
markets. The central bank still carries the interest of the lower
interest and the lower interest on the lower interest rate and
the lower interest on the lower interest rate. There are 10
foreign Banks that can be seen on Table 1.

Table 1 shows that the profitability of foreign banks
through the ROA ratio during the 2015-2019 period tended to
increase, as indicated by an average trend of 0.34. But
apparently there are still many foreign banks that during the
period profitability tends to decline. This suggests that there
is still a problem on foreign Banks' profitability.
Theoritically, the factors that affect profitability in a bank can
be seen through bank performance, namely liquidity, asset
quality, efficiency, and solvency. Profitability can be seen in
the extent of effectiveness that the banking operations have
achieved. The company will be good if it makes a high profit,
which can be measured by an adjudicator which will be the
profitability ratio.

II. THEORITICAL REVIEW

Financial Performance. According Al-Homaidi,
financial performance is an effort to obtain results through the
company's operations which consist of various activities by
helping leaders improve the effectiveness of employee work
and of course by providing appropriate rewards [2].

Solvability. According to Al-Homaidi this ratio is used to
determine the company's ability to pay off its entire debt
which is guaranteed by the amount of the company's assets
[2].

Capital Adequancy Ratio (CAR). CAR is the ratio of
bank performance to measure the capital adequacy of banks
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Table 1.
Profitability On Foreign Bank Period December 2015 — September 2019 (In Percent)
Year
No Banks Name Mean Tren
2015 2016 Tren 2017 Tren 2018 Trem 2019  Tren
1 American Express Bank Ltd. 3.23 3.33 0.1 1.56  -1.77  3.66 2.1 337 -0.29 0.035
2 Bank of America, N.A 0.51 1.37 0.86 2.05 0.68 2.11 0.06 224 0.13 0.4325
3 Bank of China (Hongkong) Limited 1.35 2.88 1.53 262  -026  3.16 0.54 3.23 0.07 0.47
4 Citibank NA 2.77 4.47 1.7 4.65 0.18 302 -1.63 482 1.8 0.5125
5 Deutche Bank AG. 3.24 3.83 0.59 3.89 0.06 35 -0.39 443 0.93 0.2975
6  JP.Morgan Chase Bank, N.A. 1.41 2.5 1.09 0.87 -1.63 057 -0.3 1.74 1.17 0.0825
7  MUFG Bank, Ltd 231 2.82 0.51 266  -0.16  3.29 0.63 4.07 0.78 0.44
8 Standard Chartered Bank -0.55  0.58 1.13 032  -0.26 1.26 0.94 0.83  -043 0.345
9  The Bangkok Bank Comp. LTD 2.51 .62 -089  2.67 1.05 2.29 3.81 .13 -1.16 0.7025
10 The Royal Bank of Scotland N.V -0.21  -038 -0.17 -0.11 0.27 0.26 0.37 023  -0.03 0.11
Mean Trend 1.66 2.30 0.65 212 -018 231 0.61 2.61 0.30 0.34
LDR
NPL
ROA
OER
Notes :
LDR  :Loan to Deposit Ratio
NPL  :Non-Performing Loan
CAR OER  : Operating Efficiency Ratio
CAR  :Capital Adequacy Ratio

Figure 1. Framework

to support assets that contain or generate risk, for example
loans and the risks that will occur in trading securities. CAR
can be calculated by using this following formula:

__ Equity Capital - Fixed Assets

CAR =

(1)

Quality Asset. Asset Quality is all total assets owned by
banks with the intention to obtain the expected income.

Non Performing Loan (NPL). NPL is one of the key
indicators to assess the performance of bank functions,
because high NPL is an indicator of banks failing in
managing business, including liquidity problems (inability to
pay third parties), profitability (debt cannot be billed), and
solvency (reduced capital). NPL can be calculated by using
this following formula:

Total Loans + Securities

non performing loans

NPL = x 100% 2)

Liquidity. Liquidity is a measure of ability and ease an
asset that can convert into cash. Liquid assets are those who
can be converted into cash quickly if needed to meet a
financial obligation; Liquid assets generally include cash,
central bank reserves, and government debt. To remain
viable, financial institutions must have sufficient liquid assets
to meet their short-term obligations, such as withdrawals by
depositors [3].

Liquidity to Deposit Ratio (LDR). According to
Harahap, the LDR is a ratio used to measure the composition

total loans

of the amount of credit given compared to the amount of
public funds and own capital used [3]. LDR can be calculated
by using this following formula:

total loans
LDR =

" total deposit to equity

x 100%

)

Efficiency. Efficiency itself is the ability of companies to
manage resources that are properly owned without waste.

Operating Efficiency Ratio (OER). OER is the ratio
between operating costs to operating income. Operating costs
are costs incurred by the bank in carrying out its main
business activities (such as interest costs, labor costs,
marketing costs and other operating costs). Operating income
is the main income of the bank, namely interest income
derived from the placement of funds in the form of loans and
other operating income. OER can be calculated by using this
following formula:

operational Cost

BOPO = 4

operational income

Profitability. Harahap explains that profitability is the
company's ability to earn profits in relation to sales, total
assets, and own capital [3].

Return on Asset. According to Rivai ROA is a ratio used
to measure banks’ overall profitability [1]. Profit obtained
from earning before tax obtained by a bank is the net profit
derived from operational activities which makes pre-tax
returns. Total asset is the average volume of business or assets
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over the past twelve months. ROA can be calculated by using
this following formula:

. earning before tax
Return on investment/Asset= ———

x 100% (5)

Total asset

III. METHOD

This research is a conceptual and qualitative research. This
study examines 8 previous studies that discussed the effect of
liquidity, asset quality, size, and efficiency on bank
profitability.

IV. DISCUSSION

From the explanation of the foundation of banking theory
that will be examined and the results of previous studies that
are used as a reference that has been obtained the results of a
research framework on the effects of independent variables
which in this study used four variables including LDR, NPL,
BOPO, and CAR which can be seen more clearly in Figure 2
about the framework that will be used in the research
conducted this time.

The effect of asset quality on bank profitability is
supported by previous research conducted by Abdillah;
Salike and Ao; Chiquita et al.; Alshatti, who obtained results
that asset quality has significant negative impact on bank
profitability [4]-[7]. The effect of efficiency on banking
profitability is supported by previous research conducted by
Yahya et al.; Alshatti; Chiquita et al.; Lemiyana and Litriani,
which have the effect of efficient results. significant negative
effect on profitability [6]-[9]. The effect of Solvability on
bank profitability is supported by previous research
conducted by Nohong; Yahya et al.; Salike and Ao, which
obtained the result that solvability have a positive significant
effect to profitability [5], [8], [10]. The effect of liquidity on
bank profitability is supported by previous research
conducted by Nohong and Chiquita which obtained the result
that solvability have a positive significant effect to
profitability [6], [10].

Based on the background, methods, framework of thought
and discussion, the hypotheses proposed are:

H1: Liquidity has a significant effect to profitability.

H2: Asset quality has a significant negative effect to

profitability.

H3: Efficiency has a significant effect to profitability.

H4: Solvability has a significant negative effect to

profitability

V. RESULT

A. The Effect of Liquidity to Profitabilit

LDR has a positive impact on ROA. LDR improves the
increase, then indicates an increase in the amount of credit
given by banks by a greater percentage than the percentage
increase in third party funds, as a result an increase in interest
income that is greater than an increase in interest costs,
increases bank income increases and ROA of a bank will
increase. The influence of LDR on ROA has proven that
Alshatti and Chiquita et al. with LDR research results showed
a positive effect on profitability [6], [7].

B. The Effect of Asset Quality to Profitability

NPL has a negative impact on ROA. This can happen if the
NPL increases, an increase in non-performing loans with a
percentage level greater than the percentage increase in total
credit, as a result an increase in fees reserved is greater than
the increase in income, so that bank profits decline and ROA
of a bank will also decrease. The influence of NPL on ROA
has been proven by Chiquita et al. and Alshatti with NPL
research results negatively affecting profitability [6], [7].

C. The Effect of Efficiency to Profitability

BOPO has a negative impact on ROA. This can happen if
the BOPO increases, an increase in operational costs is
greater than the increase in bank operating income, this
causes the costs incurred by the bank is greater than the
income received by the bank, resulting in decreased bank
profits and ROA of a bank also decreases.

The effect of BOPO on ROA has been proven by Yahya et
al. and Alshatti which results in BOPO having a negative
effect on profitability [7], [8]. Research conducted by
Chiquita et al. and Lemiyana produced a BOPO that had a
significant negative effect on profitability [6], [9].

D. The Effect of Solvability to Profitability

CAR has a positive influence on ROA. A bank that has
sufficient capital translates into higher profitability. the
higher CAR achieved by the bank shows the bank's
performance is getting better so company profits are
increasing. In the results of this study a positive CAR which
means that CAR has a positive and significant effect on ROA.
The effect of CAR on ROA has been proven by Yahya et al.
with the results of LDR research having a positive effect on
profitability [8]. Research conducted by Nohong and Harahap
produce LDR significantly influence profitability [3], [10].

VI. CONCLUSION

From the discussion above, it can be seen how important
profitability is to the financial performance of banks. the
globalization of the financial market which the process took
place simultaneously with the economic openness of the
countries in the world (the implementation of the world free
trade system). The increasingly globalized financial markets
make it easier and greater the volume of economic activity
between countries; conversely the more liberal world
economic system accelerates the process of financial
globalization because of the greater funding needs for
production and investment activities.
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